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The Economy

A. General characteristics

One of the smallest pations in Latin Americn—in
both area and popubation—Panama teanscends the
limitadions of its size by viftue of ity location [t has
one of the highest per capita incomes in Fatin
America. mainly because of the highly advanced
wrhun ccunomy 1hat has developed around the Ganal
Zone. Gross Domestic Product (GDP) was un
estimated §1.322 million in 1972 (in current prices), or
S86K per capita, with direet and indieect carings from
the Canal Zone accounting for more thun one-thied of
the 1otal. GDP has grrown rapidly during the pitsi
decade

Income distribution is strikingly uneven. The upper
10% of income recipicnts reevive over 47% of the
ndtion s income while the lawer ane-third recene few
than 5% 1o Latin America only Colombia has 4 more
Lewed income distribution, although Venezuels and
Mexico approach it Despite this uneven income
distribution. however, general health and education
indices in Panama are ameng the highest in Latin
America.

i, Struelure of the economy

Panama divides at the Canal Zone into two parts
with dilferent geugraphical characteristics. (See the
inset map of the General Survey Summary Map in the
Countny Profile chapter.) The section from the Costa
Rican horder to the Zone resembles maost of Central

NOTE =Tl ertine content of this chaptee is UNCLASSIFIED
but is FOR OFFICIAL USE ONLY

Amer a, with centrd hightands, wet Caribbean
lowlands, and maist Pacific slope. The castern third of
the coumtry, however begins to exhibit land forms,
climate. and vegetation charncteristic of northwestern
South America.

Maost of Punama’s 1.5 million inhabitants live in
two well defined regions. Over one-thisd are
concentrated within the transit area that includes the
Canal Zone. Panama Cily and Colon® while more
than onc-hall inhabit the Pacific lowlands and
adjacent mountain slopes west of the Canal. These
twa arcas of population concentrition underscore the
duality of Pamna’s geogruphical personality, The
transit .one is chiefly urban, and its people are
cosmopalitan of many races and nationalities, The
western Paestic tow land is rural. and its people are true
Punamanians, of mixed Indian. white, and sometimes
Negro blood. This pattern of populution distribution
dates from the date sisteenth contary, after the rise of
Peruvian trade with Spuain and the establishment of
the transit route across the isthmus near the present
canal,

Panama’s dual personality is exhibited even more in
its cconomy than in its population distribution. Fhe
more important of is two economic systems is the
highly saphisticated urban economy of Panama City,
Colon, and their environs, which is based on dnmestic
and foreign trade and services and provides o
comparatively high «tandaed of living for most
residents. The bustling economic activity in this

'For diacritics an pluer narmes see the list of nawes on the aptun
of the Sunury Map in Hie Countes Profile chapter und e map
itsulf
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sectien of the countey generates more than half of the
ngtional itcome. parth i the tosm of Wk pui(] (3]
Panamuanian natie ks working o the Canal Zone and
pur(l\ as receipis from teade with Canal Zone residents
e with tounsts and yaregn fransienls

Uhe other cconomue ssster s the agnculture-based
cconvmmy that prvides a subsistence or low-income
standard of living Agricallure produces a constansthy
decreasing pereentage of GDP—aonly 17% in 1972
Wigore T Vhe migerits of faemee procuce mainky for
fomily subsistence wnd rase little B market  Low
outpnt i the agricultusal sector and costhv domestic
Gansportation meao that the urbun aress oftea can
buy more cheaply on the world market than from the
interior of the countny

2. Economic growth and govermment policy

Reat GDI grew anly abaut 5% per vear during the
1930's, but the rate increased to aboul 87 per vear
during 1960-72 (Figure 2+ In only 2 yvear sinee 1960
was the growth rate significantiv below this averuge
1964, when real GDP grew only -4 4% because business
confidence weakened Follawing riots in Januan | and
1968, when political instahility again caused a loss of
business confidence and the growth rate dowed to
3.3% :

The growth of reat GDP was sparked by expansion
in construction and manufacturing. by strong export
perfortmance. and by rising wages for the 106 of the
countnn’s urban lubor leree emploved in the Canel
Zone  Growth also was aided by sizable direct U S
investment, especially in the latter vear of the period
The book value of such investment rse from $1,072
million in 1969 1o $1.461 million in 1971 The US

mvestnent. which v concentrated in manulactering,
commerce, and banking. has been encouraged by
Panama's wae of the 1S dollar as s carrenes and. i
comequence. the relatively few sestrictions ph('x'd on
bvanciad and foreien exchamee transactions A abae
added by the finanaal sector, although sccounting tor
less than 3% of GDP. has increased by over 1005 in
real terms sinee 19660 This swctor as been an
inportant factor in the economy’s gronth because of
its impact on other secton, such as constroction
tourism, and other services The rapid expansion of
torcign bank deposits in recent vears has made a major
contribution (o private sectoe growth

The government traditionotls  has nol been an
effective foree in ecanomic  development The
government of Geoenad Omar Torrijos, howeser in
contrast to its predecessors, belisves that the ;)Ilh!u-
sectar can phn a leading wle in economic
development. especialhy throsgh a lugh les el of public
investment The deselopment srategs of the Torro
porernment s to encourage the r.mnd urm\th ol
Punama Cits and Colon as financial . commeraal and
tourist centers and te distribute o larger share of the
increased public sevenue gained from these centers to
the rurad periphen

3. Possible prablem arcas

Maintenance of the bigh level of public ins estipent
desired by Torrijos depeads on estensive  foregn
financing A high level of commuescial bosrowing will
be necessan to bnance Panama s projected  $30
million average anonual debt senicing obligabons and
to meet the lacal counterput eapenses of plaoned
foreign-aid-financed  projects Fyen if the govern.

FIGURE 1. Rea) gross domestic product by sector

STILLIONS OF U8 IMHLANS PEUCKNT
KECTOR 1960 1072 t900 172

Agniculture, furestry, sad fisheries 5.7 iTR 0 23 0 1T
Mines and guurries 11 27 03 n3
Manulactisring 5405 177.4 1t 1o
Cunstruction 29 69 1 55 6 6
Public entstics 8.4 3 3 2 u a8
Transport and communications 193 Tl # Y]
Commerce 57 0 149 2 30 43
Financia) intermediation 10 3 13.8 g5 Fs
Housing rent 34.5 7 0 s 3 6.8
I'ublic administratzon 114 R 27 28
Other domestic services (U] 143 2 167 18 7
Services to the Cunal Zone 30 4 730 T3 T
Totul 415 8 1,045.2 09 o o o

R AN, nitl
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FIGURE 2, Growth of real GDP and selected components

ment's ambitions plan is reduced to more realistic
levels, Jarge commercial borrowing still will e
necessuey. I Torrdjos should permit differences over
renegotiation of the Cunal treaty to lead to o serions
rupture in redations with the United States, the
government’s ability to arrange the nceded
commercial loans would be  estremely limited,
Moreover, the highly liquid futids in foreign bank
deposits, which undoubtedly are targely U.S.-owned,
could be withdrwn almost instantaneously in the
event of a serions deteriortion in U.S -Panamanian
politicai relations, creating o major economic crisis for
Panama.

B. Sectors of the economy
1. Agriculture

a. General

Agriculture stil! 35 Panama’'s  most important
ecanoniic sector, but by a very small and declining

masgin Is share in GDP dectined from 20% i 1965 1o
E7% i 19720 about equal 1o that of manafecturing
However, abaut {0 of the population derves it
livelihood directly {rom agricaltuse Moreover. almeost
one-third of total agrenltural production is exported.
and the sector provides about thyee-fousths of all
esporls. The principal export crops are bananas, sugar.
coffee. and cocou Production for  damestic
comsumption is dornated by rice com, livestack, and
vegelables. Pananu is not self-sufficient in foods In
1970 imports provided 205 of per capita cadosic
comsumption: Faed and beverages account for 10% of
all imports.

Agricultural ootput ine »sed an average of 6% per
vear during the 1960°s but faltered in the cardy 1970’
lu 1972 it was only 9.7% greater than in 1969
Hurricanes, untimely rains, and shortuges of festilizen
and other inputs caused 4 0.7% drop in production in
1970, and recovery was slow. Outpat in 1971 was only
3.5% above the 1969 level 1o 1972 the growth mate
returned to the 1960°s average of 6%,

There are two distinet types of sgricultural
production in Panam Export production is
characterized marnby by foreign ownenhip of madern.
medium: to bargeeeade holdings.  with wde qurale
financing and irrigation,  Export crop vields are
slightly above Latin American averages. Production of
food for domestic consumption. on the othe r hand, is
handicapped by small-scale farms. prmitive
techniques, and insdequate financing. transportation,
and irrigation. Production of meat—beef, pork, and
chicken—aad of fish is neither as advinced s export
crop praduction nor as backward as subsistence
furming,

b. Land use and ownership

Agriculture is concentrated in the western provinees.
Lastern Panama is almost completeh covered with
topical lorests and has little agriculture. Rugged
terrain, limited transportation. and heavy rainfall
limit the agricultural potential of this area,

In 1970, the lust veur for which detailed data are
available, slightly over one-third of Panama’s Jand
area was used for uyriculture (Figure 3). a gain of
aboul 10 percentage points over 1960, v hen less than
one-fourth was wsed. Practically all expansion in
agriculiural production during the 1960°s came from
increased acreage, as yields changed s ery little. About
haif of the land brought into use during the decade
had been exploituble forest area; the other half was
previously unused. Pasture and fallow zecounted for
about 19% of total land area in 1970 and cropland for
15% (36% and 44% of agricultural land, respectively),
Roughly one-third of the cropland was in perennial

. T e A AT TV S YR VTR b v e N R N S o 3
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FIGURE 3. iand use, 1970

crops such ay coflec and froits and the remainder in
annual crops.

Along with the high cost of kind development, the
primitive  methods  tvpical of shifting  agricubture
severels limit the size of most farm vnits In 1970, 605
of all farm units were 0 acres or bess. Lasge Farms,
used muinly for catde rmising and export crops,
account for maost of the pasture and fallow but for anls
a small postion of the cropland. Beeause of the reads
availability of land to subsistence farmers willing to
vlear it shash-and-buen farming is commaon, and tand
tenure is casual. About 205 of larm units were held
under clear title in 1970. More than 68% —mostly on
government lands—were occupied by squatiers, and
the renwining 12% were held under varous forms of
communil ownership without clear title.

In 1962 the Agrarian Reform Commission
(Comiision de Reforma Aprana—CRA) was estab-
lished to cleur Band titles and to sowttle Tarmers on
gavernment lands. The CRA, administered by the
Ministry of Agriculture and Livestock Development.
also s respousible for providing a wide wnge of
agricultural services such as technical ussistance,
credit, and aarketing. Lack of funds has limited CRA
activities, but a few resettlement projeets have been
initiated. These invalve developing infrastructure such
as roads, schaols, water supplies, and crop storage
fucilities. Although sale terms are casy—£5-830 per
acee and 20-vear interest-free loans—a [ear of taxes

APPROVED FOR RELEASE: 2009/06/16: CIA-RDP01-00707R00020008004

heeps st subsistence fannen from obtaining title
under the program The CRA alvo undertaok o nataral
resourees suney in the e 1960°s

lo carh 1969 the gevernment began to acyuise
privatels  owned Lud  occupicd by squatten,
compensating the former ownen with government
bonds The program has made moderate progress 3y
wid-1972 some 3.300 families had been settled on
200,600 acres

c. Agricultural inputs

Use of furm machiners and chemical feetilizers is
limited to the larper. export-onented furms Banana
plantations. taaditionally the most advanced farm
units. are the principal users of fann machiner
chemical ferlilizen. and irrigation facilities $rrigation
and festilizer alvo are wed evtensiveds i rice and
sugarcane cultisation

Faod crops other than rice are peoduced masthy an
subsisience Janmns under primitive  conditions
Subsistence Farmen tend to mivet iscreased demand by
ineseaning acreage unches cubtivation rather than In
improving methods. and vields this have increased
fittle. Morcover, withowt irngation vells ase highls
valnerable to fluctuations in rainfall Low fevels of
education in rural arcas and i fack of eredit and of
agrcultural extension serviees lend to pepeteate
primitive Farming methods

Agricultural investment is bampered by insafficient
wvings, lack of credit, and the nadegtaey of the
marketing swstem Large commercial farmen lunve
aceess to short-term eredit from commercial banks and
government sources, but snadl Bvrmen geoerulby have
been unadble to obtain shori- erm credit beeause thes
luck proper titles. Under o govermment program
initiated in 1966, smalt farmers now have acces to
some credits secueed only by prospective  erops,
provided the borrower agrees to follow a crop plan
worked out with a government extension agent. in
1970, however, onby 10% of Panama's farmees used
these credits.

d. Principal crops

(1} Export crops—Bananas are by far the most
tmportant  crop,  usually aceoumting for 30%  of
agricultural output (Figure 4) and  40%-30% of
commaedity export ecarnings. Small independent
growens in the Gatan Lake area near the Canal Zone
supply the domestic imirket. The Chiriqui Land Co
subsidiary of United Brands, dominates banana
production for export. Bananas exporced by the
company are grown on its two plantations und by
small farmen uuder contract to the company The two
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FIGURE 4. Principal crops: production and area harvested
1070 1970-70 197t 72

Production (thauaand meirie

fona}:
Sxport crops:
Bunanws.. .. . . 070.0 8.0 450.0
Coffee. ... ... .. ER | 1.5 3.6
Sagarcane. ... ... Soo.. 88000 11,0000 1.072.0
Crude sugar. .. .. P N1 O §87.0 V6.0
Crops for domeatic consump-
tion:
Rice. .. ... Lo R [t} 0.0
Cartnoooool, oL ... 873 54.3
Beans........ ... .. . 1.9 1.6
Tobaceo.. ....... .. ... 0.8 1.2
Aren hurvested (tkonsand arren:
Export craps:
Bananas..... .. .. nn na na
Coffea. . ... .. ... e ra g nis
Sugareane. ..., At &§2.1 0.2
Ceops for domestie cuasmp-
Yen:
Rice.. ... . .. . 310.0 9375 2304
Corn.. .. ..o .. S 2533 i71.2 17%.0
Beans..... ... . ... 418 14.7 7.0
Tobueco... ... .. .., . 1.7 2.9 20

a2 Datn not available,

plantations, located in western Pasn near the Gosta
Rica border, are the Almirnte Division on the
Caribhean const in Boeas del Toro Province and the
Puette Armuelles Division on the Pacific coast in
Chiriqui Provinee. Growing labor difficultios have lod
the Chiriqui Land Co.. since 1962, 1o sell land to
Panamanians while retaining rights ta by and
distribute their procduction. In 1970 there were 27 such
independent prochucen, [n addition, the compiny has
given or sold to the government oves 14,000 acres of its
other Liund for sedistribution 1o fandless farmen

Large-seale banana  production faces serious
weather and disease hazards. Windstorms and
rainstonns accusionally destroy millions of plants. as in
fate 1970, and fungus tnfesiations make repeated
inroads despite intensive preventive measires. A new
variety of bunana introduced on the Boeas del Toro
plantation has proved resistant to blight, and the
method of eneasing stems in plastic bags while
growing to prevent inseet damage has raised vickls
sharply

Bunaua production averged a 9% annuul inerease
from 1962 threugh 1967. During 1965-72, however, it
grew fess than 1% anamally, partly hecause of adverse
weather. Peospects for futare increases ase paor,
because labor problems in Pasama and relatively low
banana prices in the United States have led the United
Brands to restrict new investment.

Sugarcane production.  like bana production,
grew capidly through the mid-19660's bl staganaled
during the nest few vear becaase of poor weather,
political ansest. and equipment Tailires. In 1971 and
1972, howerer, it recovered to the 1965 prak ey ol of
about | aillion metrie (ons. Praducion probabily will
espand over the nest few vears, becanse a new sugar
mitl was completed in Veraguas Prosince in 1973, and
the government has nudertaken o masive effor 1o
assure adequate supplics of cane for it operation

In the past all export sugar was processed in lwo
large mills owned by Star Sugar Co. and National
Swgar Coo All sugias esports g {o the United Shdes
uader Panama’s quokr. In most vears Panama has
filled ity quota and received supplementan
allocations. Total 1972 expors probubly  reached
10,000 tons, and the quota is ta he increased in 1973,

Although Panama. unlike it Centml American
neighbors, does a0t grow Lirge amomits of coffee for
export, caftee is the third mot valuoble svport vrap
Premium-qualiny coffee for exporl is grown nn about
270 small- and medinm-size farms in the Chirigni
highlunds. where soils are deh and minfall adequate
Exports. mainly to Weslern Eumpe, rnge between
00 and 1700 metrie tons amnually. Lower guality
colfec for demestic consumption, approximalely 704,
of praduction, is grown wmainly in the central
provinees, Totad production has fluctuated around
005 melric lons sinee the mid-1960's. Recent studies
indicale that with continued growth of domestic
consumption Panama will “ecome a nel coffee
imporler in the mid-1970'.

Fruil juice coneentrates could become o substantial
esparl itemn in the future, with improvement in the
quality of frait and onganized marketing efforts. The
Chigiqui Citrus Co. s investing abowt $3 million in
10,000 acres of orange groves and a juice-processing
phant in the Hato def Volean are g,

(2) Food crops—Food production has not kept pace
with the growth in demand. Panama was neudy self-
sulficient in the 1960's, but imports in 1973 probubly
supply about one-fourth of total ealoric requirements.
Mast staples are produced domestically, wheat being
the most aotable exception. Wheat anports have
grown steadily. from abomt 30,000 teas in 1967 to
30,000 tons in 1972.

Rice is a staple food of the popaation and is grown
on almoest every farm., With normal weather the
country is prictically sell-sufficient i rice, impodting
only token amounts. Rice produciion expanded
stewelily through 1970, In 1971, however, rice acreage
fell 24% and production dropped 22%. In 1972
production parlially recovered 1o a ivvel 18% helow
the 1970 record.

an
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About 80% of the rice crop is produced by small
farmers wsing extremely primitive techniques. The
remaincer comes from mechanized rice farms, located
mainly in the southesn past of Cocle and Chirigui
Provinees. Owners of these farms have taken
advantuge of the government's improvement of
storage facilities, loan extensions, and Digh rce
supports.

Corn s the seeond most important staple and i
saised on more than two-thirds of the furms. It i
cultivated largely on hillsides by hand. Corn s used
most widehy us cornmeal in cooking and chicha,
popular local drink. 1t abvo is important as feedgrain
for poultry.

Corn production increased ity steadily through
1970 heeause of increased acreage. Failure to imprave
cultivation techniques has kepl vields practically
stagnant. Production dropped 86%  in 1971 and
another 2% in 1972 hecuuse of adverse weather.

Punama grows sl amounts of vegetables, but
1|l()ﬂ‘.lﬂl'\ are cotymon becabse of poor storage and
marketing facilities. Imports of some vegetubles—
particularly onions, garlic. and potatoes—are
impartant. Commercial vegetables are produced in o
few urcas near Panama City and Colon and along the
highways. Moasy of the 4,000 small vegetable gardens
arce operated by Chinese growers. Tomatoes ase grown
in large quantitics, and about 30,000 farms raise peus.
Peopens, avocados, and watermelons are other leacling
prosluets. Eggplunt, okea, green beans, squash, and
other minor vegetables offer o lareely unexploited
polential,

Tobuceo production, conlined to 200 acres on 1,200
farms in the dry kids, meels anly about one-half of
domestic demand and is able to supply only two
cigurette factosies. Output varics greatly from year to
vear. [ 1972 it reached 1,182 tons.

e. Livestock

The gross value of livestock production grew from
about $28 million in 1960 to about $48 million in
1970, an increase of 6% per vear. The livestock share
in total agricultural production, however, has
remained neardy constant at 27%. Cuttle account for
slightly aver one-third of this, The importance of pork
production dedined during the 1960's, while poultry
production increased rapidly. In addition to livestock
for foad, Panama also has about 160,000 horses and
5,000 mules and donkeys.

Beef cattle dominate the livestock industry. The
national beel herd has increased at an annual rate of
4.6% since 1961 and numbered approximately- 1.2
million head in 1972, About 65% of the cattle are

G

concentrated in Chirqui, Veraguas, and 1L.os Santos
provinces. Originally  Panamanian cattle were of
eriollo stock. but hevds have been largely upgradad to
Brahmans v o tesult of encouragemerdt from the
Panamanian Cattle Institale, which contributes $130
per head toward shipping  changes for imported
breeding stock. wnd {rom the National Bank of
Punani, which grants loans {or stock improvement.

Datiny caltle, numbering neary 160000 head. are
maindy Holsteins and Brown Swiss. Eighty percent of
dain stock is concenteated in Chicequi, Herrea, and
Loy Sanles provinees. About 5,000 farms produce
wilk, but ol a few ane specialized dain farms. The
specialized ferms are ocated near Colon and Pangana
Citv, where Tresh mitk iy consumed. and  near
processing plants in Nata, Aguadul-e, and Coneep-
cion. In 1970, the dairy industry produced about 75
million quarts of midk. Panuma does not import fresh
milk, but in 1971 it imported sbout 5.000 tons of milk
produets.

Pork production has been decreasing since 1960
heeame of high costs. 1n 1970 pork accannted for onby
abont 7% of total livestack praduction, compared with
ahout [0% tn 1960, Hlogs, numbering about 130,000
in 1971, are common on many farms, but large-seale
commercial production is limited o oulv o few
specialized farms, mainly in Veraguas and Loy Santos
provinees.

Panama hecame  sell-safficient in poultrs  and
poultes products during the 1930°s  Aloat 69,000
farms mise poultrs. and the commercial poultey farms
are madern and lacee. In 1971 only hatching eges were
imported, beeause the 3.9 million laving hens sapplicd
sufficient fresh epgs for domestic consumption. Meat
chickens. mainly broiless, numbered 8 million in 1971
Flocks of turkeys and ducks number about 33,000 wnd
H13.000, respeetively.

Panuma’s animal peoduction is not constrained by
wny major disease, including foot-and-mouth disease.
The lack of roud communieation bas protected
Panama from introduction of this discase from
Colombia, but the situntion may alter with
completion of the hiter-American Highway. The Pan-
American Health Organization has recommended
creation of a cattle-free buffer zone in northem
“olombia along the Panama border. If the
Colombiuns do not establish adequate protective
measures, the Panamanians have indicated that they
will reinforee the bulfer zone on their side of the
horder.

Panama is a uet importer of weal because of its
sizable imports of pork. In 1972 it imported an
estimated $4 million worth of pork prod ucts, Denmark
heing the major supplies. Tt is self-sufficient in beef,
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however, and in 1972 it exported an estimaled 1.7
million pounds of boneless beef, The arin market for
Panzmanian beef is the United States.

f. Fisheriey

Fisheries provide cployment for some  4.600
persons and aceonnt for about 1% of GDP. Shrimping
dominales the industry. Sinee the carly  1930'¢
Panamu’s shrimp exports to the United States have
been second only to these of Mesico. The shrimp
seh in 1971 amounted to abont 6,400 melsic tons,
and exports in 1972 were valued at aboat $13 million,
making shrimp the third large<t export. Shrimp beds
are located in the Gulf of Panama and o a fesser
extent on the Golfo de Chiriqui. Conservation Faws
safeguarcd the beds in the Gull of Panama by limiting
the nutmber of shrimp hoats that can operate.

Two muin species of small pelagic fish {(anchovy
and thread herring) are caught by the purse seiner flect
for processing into fish meal and fish oil by twe
reduction plants. The reduction process produces
about 18% of the raw fish weight in fish mew) aand
about 2% in fish oil. Total fish catehes fuctiated
dramatically during 1963-70, bhut the unnual average
was only about 51000 metrie tons, with a high of
about 66,000 tons in 1966,

Domestic demand for fish is met by independent
fishermen, small fishing cooperatives, and shrimpers
whao cateh fish in their operations. The food fish cuteh
averaged 3,500 tons during I68-70. and 673 1.000
metric lons of salted and canned lish are imported
alnnlm”_\. lﬂxl(lt’ql(;!l(‘ narketing and transportation
facilitios limit fish consunption mostly 1o part ascas.

g. Forestry

Although forests accomnt for more than half of
Panamit’'s land area and aze one of the most valuable
natural resources, commercial exploitation has been
very limited. Mahogany, Spanish cedur, cupio (a soft
wood), and cativo (suitable For plywoad) are among
the more important of several hundred species found
in Panaima,

Commercial production of forest products s
confined muinly to small quantities of sawnwood,
phywood, paper, and cordboard. Tree removal i
estimated to be 1.8 million cubic meters annually,
Most Pananinian requirements for wood products are
satisfied by imports.

2. Fuels and power

As late as the 1950's woad provided mare thas half
of all encrgy consumed in Panama, but.by the cnd of
the 1960°s this source fuenished less than 20% of the

tolal. Apart from hyvdroelectric power potential, the
cauntn s no Snown exploitable resonsees of priman
cnergy. Almost all commercial energy requirements
are satislied by petralewm impords. Cotnmerciul
comumption of solid Fuels is limited to a few hundnsd
lons of coke imported for the country's small iron
{foundries and stee) rolling mills.

a. Petroleum

The Panama Refinens Compuny produces o wide
range af petroleam products from imported crude ail
at its plant w1 Bahin Las Minas, vear Colon, This
welinery, controlled by Texaco. Panama. Ine., a wholly
owaed subsidiary of Tesaco., Inc., started operations in
late 1962 and has expanded production capacity to
over 70,000 barsels per day . Texaco las annonneed the
start of the fint stage of a plnned 810 million
expansion prograar that will mise capucity 1o
approximately 100,000 barrels pes day. Outpwt
considerably exceeds Panamid's requirements Jor most
petolenm products. Lubricating oils, propanc. and
avialion gasoline are not produced. however. {mports
af these products and fued oil amaunted o about $2.4
millien in 1971,

Crade il i Panama’s Largest single import. About
28 milion barrels were imported in 1971, at a cost of
some $64 million. 1n an effort ta reduce dependence
an imports, the Panamanian goverament is trving to
allract private investnient funds (o locate and develop
possible offshore  petroleam  deposits.  Refinod
petroleum made ap about one-fifth of exparts in 1971
and was the Jargest export item aside from banpamas.
Approximalely one-third of the ©.9 mitlion bareels
exported in 1971 went to the United States, about 20%
to Mesico, 13% to the Canal Zone, and small
quuntities to Canada, Peru, and the United Kingdom.

b. Electric power

The cleetric power system adecpuately  serves
Panama City, Colon, and the northwestern part of
Chiriqui provinee. In 1972 installed capacity was
about 175,000 kilowatts (kw.).? and production was
G60 million kilowutt-hours (kw.-hr.) or 410 kw.-hs. per
apita, Demand has been inereasing 13% wnnually for
the past 3 yvears.

About 75% of generating capacity and 90% of
output is thermal. Only about 3% of the estimated
hydroclectric patential of 1.5 million kw. is being
nsed. The largest generating plats are the 116,000-
kw. Bohin Las Minas thermal plant enst of Colon and
the 38.000-kw. San Francisco thermal phnt in

Awaddidion, the Conal Zone has an installsd eagnicits of 203,000
k.
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Panama City  The langest hvdroclectric instaltation is

the 12.000-ka  Ta Yeguada plunt in the central
province of Veragoas, The major transimission system
conveys power from the Bahia L Minas plant acros
the Canal Zone 1o Panama City and Colon via 145
kilovolt (kv and J4-kv. lines with a few Lateral Tinks
There age short indepeadent 34.53-ky sstems in
Chiriqui provinee and the central provinees.

About 107 of the power produced is exporsted to the
Canal Zone, Neary $0% iy consumed in Panama Cits
and Colon, and the reminder iy distribiated about
cqually between Chirigui provines and the central
provinees. Pomestic consumpticen s distributed as
follows: commereial. 39%. residential, 34%.
industrinl, 16 . and public s rvices, 1%,

Public wtilities own 97% of production capacity
The principul producer is the Institute of Hydraulic
Resources and Electrification (Instituta de Recunos
Itideanlivos v Electrificacion—IRNE)., an aulone-
mous government corporslion. in 1972 the IRNE was
designated to coordinate and operate all new power
projects. A few small public utility: compagies serve
local customens. Private companies are few and theis
plants are small. Equipment for power Facilities i
impnrted, mainly from the United States, Haly. Spain,
and Yugoslavia.

In 1972 the IRHIE set vp a 3-vear national energy
development program, inchiding the pooling and
intercounection of all generating  capacits.  This
program ealls for ackding 95.000 kw. of capacits to the
Bahia Lus Minas pliot and o 5.000-kw. gas turhine to
the San Francisco plant. A 150.000-kw. hydroelecric
plant at Bayano. northeast of Panama Civ. s
scheduled for completion in 1976, Also planneq s a
200.000-kw. hydraclectric complex at La Fortuna, in
Chiriqui province. New  high-voltage transmission
lines are to be built between the new generating
lacifities and the largest consimption centers.

3. Metals and minerals

Several small finns quarry limestone, clay. shale,
sand, and gravel. In 1972 output was valued a1 only
$2.7 million. About 11,000 metric tons of salt are
praduced annually by natural evaporation of sca
water. Two companies supply cement 1o the domestic
market. Expussion now in progress at one of them
should make the country self-sufficient at the current
level of demand.

In 1972 « Japanese firm began cxporting mugnetite
ore from black sand beaches west of Panama City,
After four 25,000-ton shipments of high-grade ore 10
Japon, an accident which dumaged the slurry pipe
loading facilities prevented further shipment, The

o,
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Panamanian Government i studving the feasibilits of
expluiting copper deposits found by a United Natioas
wineral sarvey team in 1968 and has negotiLied for
several vears with o consartiume of Jupanese dirms:
conlract for copper exploration was signed in Juls
1973 Even b these deporits are found te justify
commerciat exploilation, actual production probabh
cannol begin before the end of the 197076 Deposits of
Inusite. manganese, gold, and Bgnite ane too anall w
be commercially signilicant.

4. Manufacturing and construction

u. Manufacturing

The manofucturing sector, most of which has
developed since World War 11 and especiadly sinee
1931, has been a leader in economiv grow th in redent
vean. [n constant dollars, owpat grew an s emge al
TE3% annwally from 1960 to 1972, and the
manulacturing share in GOP rose Jrom 137 10 17%
Mannfactuding eapausion i the lale 193 was
concertrted in the construction ouateriids indusin
and {ood processing. Since then, most insestment has
been jn tport-substitution facilities that atso hasve
some evport poteatial.

Munulacturing enterprises ane relatively small. Of
some 2,070 enterprises registered with the govermment
in 1969, only eight declared o capital investment of §1
million or more and only ime—tke hreweny Cerreceria
Nacional, S.A.—bad more thun L0000 employees
About 90% of the fixed capital in mannfacturing is in
the Panaia City and Colon areas. Elowhere, o large
share of production originales in handicraft
enterpases, which number abaut 13000, Becsuse of
the limited domestic market and the early stage of
industrinlization there are strong  monopolistic
tendencies in maey branches of indistes, especially
those where lieavy initial investment is required. such
as brewing, edible oil production, cementimaking, and
plywood manufacture.

Panama  approaches self-sufficiency for most
pracessed foods and beverages. 1t depends heavily on
imports for most other manafactured goods, except for
footwear, clothing, petroleum products, and some
metal shapes. Iimports provide virtually all mmachiners
and equipment.

Further growth of manufacturing is impeded by a
limited domestic market. The nature of futiere
investment will be influenced by the  Industeial
Incentives Law of Augnst 1971, which provides
various fiseal fucentives as well as taiff and quota
protection in order (o promote industrial investment
and enconrage geographic decentralization and export
CONSCIOUSNICSS.
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FIGURE 5. Value added in maaufacturing

Not gertineas.
*Preliminnry.

(1) Agrcaltural processing—Industries produeing
{ouds, beverages, ard tobacco produets still dominate
manufacturing. but theit share of output has deelined
since 1960 (Figure 3. Among the mare important
estulilishments are 7 slaughtechouses, 17 milk
pusleusizing and processing plants, 3 wheat flour
nulls, T large and 200 small rice mills, 2 fish reduclion
plants, 3 sugar wills, several vegetable canneries,
almost 200 bakeries, 2 edible oil plants. 2 cigurette
manofucturers, and 2 bhreweres. The leading foud
enterprise is the Panwmanian Food Company
. (Compania Fanamene de Alimentos), which is the
largest milk processor and also has its own tin can
factory, It produces fruit juices, catsup, tomato juice,

. and instant coffee during the stack mitk season,
Pimauma completed its fisst textite mill in 1967, By
1970 there were six small textile mills producing a
variety of fabrics. Readymade dresses and suits are
produced by 65 firms, and more than 100 shops wilor
clothes to ovder Footwear produced from domestic
leathers and jmported  plasties satisfies  domestie
demand for low-priced ilems. The fsaiture industry
consists entirely of small firms, and only a few of the
63 =awmills are of commercial importance. One of the

.
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Millions of dollars,
FMISY pricex

1950
Processing of agricultural und forest
praducts;
Food, beverngey, and tohasco. .. ... 0.0
' Footwear and clothing . ... ... 5.4
Wood and furnieare.. ..., . . i3
Lesther produets. . ... e 0.6
Nonnietallle intermedinte gooils:
Paper products, ... .. e 0.8
Chemicst productx. ..., ... .. . 29
Petrolewm products**®. . . . . 0.0
Minera) products (emosly construe-
tion materials). . ... ... 5.2
Metnl products and miscelfaneous:
Metal products. ... ..... e 2.1
Miscefluneous. ... ... e 6.t
Tmtal oo 0 o 34.3
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AVENAGE

A NUAL
VALUY AUDED GHOWTII
OF VARTE
ABpEN
Potcent of tatal®*
Percent
Lyo* 1960 W70 1601 1970
o 1.2 4.7 5.8
0.8 4 G.9 T.¢
1.8 7.0 7.0 0.6
0.6 N 6.4 a.a
7.0 .3 4.5 24.2
3.9 9.9 2.5 ]
8.4 an 5.4
B1.6 9.5 3.7 16.1
17.8 3.9 1.4 3.9
6.8 1.4 0.8 107
15%.4 0.0 10020 1.

**Figures mey not add te totnls becanse of roundinsz.
***roduction of refined petrolewin products did not hegin unzil 1962,

largest mills covers almost the entire domestic demand
for plywood, veneersand railroad ties.

(2) Nonmetallic intermediate goods— Aside from
construetion materials, the only intermediate goods
produced in appreciable quantities are petroleum and
paper products. In terms of vulue added ...l canital
investment, the petroleam celinery near Colon is the
most impartan nufacluring enterprise in Panama.
There are no paper mills, but several plants
manafacture cardboard, paper containers, and other
paper products. The chemical industry produces
mainly soap. detergents, and paints rom imported
maderials andd packages pharmaceuticals. The rubber
industry is limited Lo tire recapping shops.

(3) Metal products and miscellancots industries—
Output of metal products increased from $2 million in
1960 to $18 million in 1970. Raw materials for these
products—mainly bars, plates, ingots, and billets—are
imported. The most important {.zilities are two small
steel rolling wills and an aluminum exteusion plant,
all in Panama City. The rolling mill owned by Acers
Panama, S.A., has an annual capacity of 10,000 tons
aund produces reinforcing bars and small quantities of




APPROVED FOR RELEASE: 2009/0

e o v ,

other shapes < nd feneing, The second plant. owned by
Praductore de Acero y Afuies Asaciada. S.A.. started
operating o late 1967 and manafuctures mosth ban,
beams. and angles. The aluminam extrusion plant.
Aluminio de Panama, S.A.. produces tabing, coneluit
pipes. [rames. julowies punels. and roofing. Several
snadl firms manfactune siech aluminum products s
bottled gas o linders, valves, and bottle caps. The
wienufactering sector abo includes several tin can
wanufacturers, numerous staabll repair shaps, and
several smalb boat vaees

h. Construction

Construction has expanded al an average annoal
rite of 9.6% stnee 1960 and bas been an important
expansionuny force in recent yean. The construction
indestry . which consists of about 240 small contracton
and siy or seven kurges companies, contributed 7.6% of
CPP in 1972, 1o addition, major forcign-finunced
public works projects ase built by forcign firms on
contract

The private sector normally acconnts for two-thirds
of total construction, and 70% of construction permits
(hy value) are issued for Pamoma City. Residential
buildings make up 70% to of privale
construction, but liousing construction is far short of
what is weeded even ta keep pace with population
growth, mnch less reduce overcrowding and improve
housing  quadity. More than hall of the 287,000
housing units in Panama are officially  rated
inadequate, but in the fist 10 months of 1971 only
5,689 units were built.

A7

5. Canal Zane

The Canal Zone is the most important fuctor in
Panami's economy. (n 1972 the Zone contrbuted
more than $75 million dircetly to the GDP, nearly ali
of it in the form of wages and salasies of Panamanians
cmploved in the Zone. These employees, numbering
nearly 23,000, represented about 5% of Panama’s total
labor force and 8% of the nonagricultural labor foree.
Panamu's gross receipts from the Zone—including
wages, sales of goods and services, aid the $1.9 million
Canal annuity from the United States—increased
from 5104 million in 1965 to an estimated $173.8
million in 1972 (Figure 6). On the average, only $3
million of this total was offset by annual payments to
the Zone for goods and services. Taking into account
its role in encouraging tourism and creating the Colon
Free Zone (Zona Libre de Colon), the Zone contributes
about 30% of CDP directly and indircetly.

During the 1950°s the Canul Zone's dircet and
indirect contribution to Panamu’s GOP declined with
the reduction in the U.S. military establishment arter

10
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World War J1. Since 1939, however, benefits from the
Zone have risen substantislly . A large factor in the rise
wus the implementation of provistons in the Canal
Zone Treaty revision of 1935 that wmarkedbs increased
wages of Panamanian cmployees. broadened fringe
benefits such as headth insurance and retirement pas.
and removed mast sestrictions on the 1y pes of positions
available to qualificd Panwmantans. 1n addition, the
Panama Canal Company (PCC) discontinied mam
of ity own commereial  activities to encourage
expansion of Panamaniaa exposts to the Zone and
terminated commissary privileges for Zone employess
who were not U8, citizers. Panama also gained from
the withholding. on bunalf of the government, of tases
on Panamanian citizens salaries. from the constric-
tion and mainteriece of the transisthaian highway
and the Thalcher Fern Bridge at Panama City, und
from proviston of public health serviees and tzaining
programs.

The Panama Canal is almost 60 vears old. Efforts
have been made to imorove its apesations, and stadies
have been conducted 1o determine the feasibility of
enlurging the locks. which are too small 10 handle
mem of the world's larger ships. Consideration also is
being given to building a new sea-level canzl at
another site in Parama

6. Domestic trade

Whalesile and retail trade acenunted for about 14%
of GDP w1967, The trade seetor is selatively arge
because of Panama’s heavy dependence on foreign
trade and tourism and the dominance of trade in the
Canal Zone The most impostant teade centers are
Panama City and Colon, at opposite ends of the conal,
and David, which serves the agricultural urea in the
southwestern part of the country. Difficult trunsporta-
tion between these centers and the interior hampers
domestic commerce. Ships distribute some merchan-
dise along the coasts.

Urhan centes have a varety of goods outleis
sanging from open stalls to supermarkets and specialty
shops. In rural areas, on the other hand, commercial
activity is centered in generad slores, groceries, and
cantings. Some of their proprctors also act as
wholesale agents in purchasing ugricultural products.

C. Government finance and economic
poiicy
1. Economie policy and programs

The government of General Omae Torrijos has
become a motivating force for economic growth. It

controls several commercial enterprises and has been
rapidly increasing public investment. It also has <
™~ Y P B R
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FIGURE 6. Gross receipts fron: the Canal Zone
(Milfions of 1.8, dallors)

Wages, sanries, aad other pagments to Papamaninns employed
in the Canal Zone. ... . o .
Dircet purchuses of guods and serviees in Paneom by U35,

Goreenment dBRENCICS . .. ..o iut e
Purchasex of goods and serviees In Paname by private
organizations and coniructos operuting it the Canal Zone
Expenditures in Panama by residents of the Cansl Zone . .

Panama Canat naneily from the U.S. Government

Total, ..o

shown intense interest in regulaling business activities
and comntrolling prices of some basic necessities.

The government’s main objectives for economic
development were liid down in generl terms in a
Strategy for National Development published in 1970
This decument specifies two fundamental economie
aims: economic expansion through export diversifica-
tion, and regional and national econowic integration
through better exploitation of the countey's
agricultura, forestey, mining, and fishing resources.

This Strategy was translated into 1 3-year plan of
public investment expenditures, initially for the period
197173, subsequently updated to cover 1973-77. The
plan projeets 1wdal public expenditures, which are to
coneerirate heavily on infmstructure and  soviat
overfirgd copitl investment, at $660 million over the
5 yearss, éompured with only $221 million during 1967-
71, lavestrnents ase to be distributed as follows tin
percent )

Agriculture

Commerce, industry, and tourism
Education

Electricity

Housing

Transportation

Water, s-l-wemge,‘ and health
Other

-.m%o:gmmo

Although the government authorities probably are
capable of preparing and exeenting this ambitious
investment plan, public savings and long-lerm
exlernal official loans available for financing it
probably will be inadequate. Expenditures this may
lave Lo he reduced, perhaps by as vinch as ove-third.

2. Public firance

The central government dominates financial
operations in the public sector, which also includes 21
autonemous entities and 10 local governments, The
central government accounts for about 6%5% of tolal

1005 1987 1971 1071 1972 cesTo
90.7 Gu.1 822 87.4 9.0
4.4 I8.9 24.5 23.5 201
16.7 1.6 13.4 16.6 15.7
2.1 30.7 37.3 8.4 391
1.9 1.0 1.9 1.8 1.9
.1 131.2 1613 168.0 173.8

publie revenues and expenditieres and for almost 759
of investment expenditures. Thie autonomous eatitics,
which account for about 30% of revenues and
expenditures. include the sacial security system, the
two state.owned  banks, and u nunber of other
agencies such as the Univessity of Panama, the IRHE,
the Howing and Urbanization Institute (Instétule de
Vivienda y Urbanismo—1VU), and the nstitute for
Yeonomic  Development  (fnstituto  de  Fomento
Econamico—IFE). The Natioual Lottery, niceteacks,
and cusinos are state monopolies and must transier
their profils to the central government.

a. Revenues of the central government

The main source of government incame shifted
radically after the tax reform of 1964, Previowds the
governent's revenue came imainly from inport and
exporl duties, excise taxes on aleohol, and gambling
activities. Income and propedy tux rates were low,
Since 1964, the iuwcome tax has become the most
importal source of revenue, In 1971 it accounted for
an estimaled one-third of revenues (Figure 7).
Customs and nontax revenues have become relatively
less important, although they have been increasing in
absolule terms.

During 1968-71 tolal revenue increased 15%
annually. Most of the increase resulted from higher
income tax rates, improved administration, and more
vigorous tax cnforcement. New consumption taxes,
introduced in 1970 and 1972 as part of the
govemment's strong effort to reduce dependence on
forcign loans for domestic finuncing, also raised
revenues,

b. Expenditures of the central government

Central government spending underwent a busic
change in 1969, when investment expenditures more
than doubled: {Figure 8). Before 1969 the central
government followed « pattern of modest current

Y B
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FIGURE 7. Ceniral government current revenues

{Millions of Balboas)

1948

Encomu tax 37 3
Proaperty . . 5.2
Inheritance und gilt tuxes 0.2
Foreign trade taxes . 27.8
Snles aind excixe taxes 2F 2
State wonopelies and enterprises . . 154
Public xervices 8.0
Other . 58

Total 1194

wa  Data sot nvailable,

acvount surpluses, a low level of investment
expenditure, and rather siull overall deficits, Sinee
then, the rapid growih of public investaeat outlays
has led to Lurge budget deficits. Nevertheless, revenues
have continued to exceed operating expenditures sud
the current account surplus has remained ot alysat the
1965 level. Tapital expendituees increased by more
than 330% between 1968 and 1972, Since there was no
equivalent increase in savings, public debt increased
sharply, and debt amortization pavments have
become a major capital expenditure itom.

e. Public debt

Dontestie resources have been inadequate to finance
the budicet deficits. The government has been foreed
to tap foreign commercial money markets for about
75% of the funds needed (o finance the delicils sinee
1968 (Figure 9). [n 1968 and 1970 it resorted to short-
termn commercial funds from New York banks. Because
of the short term of these credits. oxternal debt
sesvicing obligations shot up from ST million in 1968
to 829 million in 1970. In 1971, Panama begua to
restructure its external debl. Most 1971 borrowing and
the $535 million in new loans in 1972 had maturitics of
over 7 yeans and included a grace period. [n January
1973 the country obtained a $65 million, 10-year loan
from a group of Evropean and North American banks
and expeets to cover the remainderof its planned 1973
deficit by long-term loans from the World Bank. the
Inter-American Development Bank, and USAID.

3. Finaacial institutions, monetary policy, ar”
prices

a. Financial institutions

With a dollar-based economy free of exchange
controls and with liberal corporation, and tax laws,
Panuma has become increasingly attractive as an
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2972 1973
1969 t070 1071 PUDGET BUBGET
11.0 5.5 40.0 G9.2 ]
6.5 6.9 8.6 8.8 e
0.7 0.7 1.4 0.4 aa
3.2 37.6 w15 51.0 na
24.0 20.0 32.3 2 tu
15.3 174 219 28.5 ne
7.3 7.0 8.1 9.1 e
6.5 67 §.2 [ na
1331 Wl I81.1 200 XTI

international financial center In March 1973, 31
banks were authorized to operate in the country,
compared with nine in 1964, Only cight are domestic
banks. Two of tese, the National Bank and the
Savings Bunk, are government institutions.

The National Bauk is the countny’s oldest bank.
Although not o conteal buok. it acts as the financial
agent of the Republic of Panama. {ts operations are
controlled by 1 manuger and a five-man board of
dircetors of wlich the finanee minister is 2 member,
The hunk's role in the countey's financial activities has
deereased in recent vears because of the large increase
in the number of banks operating in Panama. Deposits
in the National Bunk are more sensitive than those i,
private banks to changes in domestic political
conditions. 1o 1964 and 1968, for exanm:ple, there wore
runs on National Bunk deposits as a result of political
crises, but other bunks were unaffected.

The Savings Bank, with about 3% of the total assets
ol the hanking system, i the fargest of three mortgage
baaks operating in Panama (the ather two are privale
Fanamanisn-owned banks). Its funds are used for
grantng loans on veal estote and on tangibles with
open market values. mainly to borrowers in the private
scetor. The govesnment's share of the bank’s credit is
very small.

Specialized credit institutions include four private
savings and loan associations supervised by the
Mortgage Insurance Institute { dnstituto de Fomento
de Hipoiecas Asequeadas—IFHA) and 24 Finance
comparies. the most important of which is Industzial

Development, created in 1963 with the vid of the U.S. :
Agency for International Developmeist. There are also i
24 insurance companies and some 315 credit H
cooperatives. There is no stock market, Securities are 3

N , . 4
sold’ directly or throug: an intermediary such as a —
bank or stockbraker. Wi
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h. Monetary policy

Panawia has limited seope for exereising monetary
policy becanse it has ncither a central hank nor a
eurreney of its own. It is one of only Tive countries in
the world without government control over e
amoatt of eurreney in cirenlution. The  officiul
monctary unit is the halboua. which is equal in value to
the US. dodlar, and both the bathoa and the dolar are
lepal tender. The bulboa, however, is issuedd onby as n
fractional coitmage. The onby paper cuaceeney is (he
dollar, Panama’s monetaey poliey, theeefore, is closely
tied to foreign financial market conditions.

Although Panama has chosen not to have u certral
bank to contml s monetary awffair, o Banking
Commission with seven memburs, representing (he
government and private banks, was esutblisliesd under
the Banking Law of 1970. The Commission has
authorily to set legal reserve requirements, grant
licenses, and regulate interest rates, [t is vesponsible for
formulating monctary policy, but jts scope for
independent action is necessarily limiterd since changes
in the money supply oceur mainly as a result of shifts
in nonresident hank deposits, over which it has littie
control.

In the past few years the money supply has grown
mpidly. The goverivinent has boriowed extensively
abroad and has uctively salizited forcign deposits.
Foreign savings channeled through the banking
system, in the-form of nonresident demund nnd time

AT

3V

§iris
NEVISER 1973
1948 1959 1970 1071 WUDGET nepGEr
Current expenditures:
Persosial services. ... ...... 710 76.2 87.0 08.7 1.4 na
Non-personal services ... .. 3.6 3.0 ER 5.0 6.4 nu
Gouds and services, .. ... .. 6.8 10.4 12,3 1.8 t2.1 na
Current teansfers, . .. .. ... 25.6 27.6 38.4 35.3 39.2 na
Interest on public debt. ... . 0.8 10.9 114 17.3 25,1 nu
Externnd. . ............. (2.8) (3.5) (4.2 (10.3) (14.8) na
Imternal,..oooioo L. (4.0) (7.1} {6.9) (7.0) (10.3) na
Othee....... e 0.7 0.4 6.5 0.3 ¢ ne
Tatab, . .............. 1.7 120t 154.2 69,4 194.3 205.9
Capital expenditures:
Investment............... 25.3 3.0 57.f 45.2 80.0 82,8
Debt amortizatlon. . ... .. .. 7.3 8.1 28.6 3.9 36.0 58.4
Totub. ... .... PPN 32,0 42.0 86,4 77.1 116.6 141.0
Total expendisures........... 147.3 101 1 240.6 240, 310.0 318.9
ne  Daota not available..

*3igures may not add to 1otals beeause of rounding.

deposits, have risen sinee 1967 at an annual ate of
over 0%, Nearly all of these deposits are held by
private commercial banks, two-thirds of them by
foreign banks and institutions. The hanks have used
these foreign funds primarily in overseas eredit
opraalions, but an increasing share is going inlo
domestic credit expansion,

. Prices

Prices have been relatively stable in Panuma. The
cost-of-living index rose no more than 2% in any year
during the 1960, and the average annual inercase for
1960-69 wus only L.2%. Inflationary pressures hecame
noticeable in 1970, mainly becanse of inereased prices
for imports. During 1970-72, the cast-of-living index
rose by an average of 8.1% anoually. The inerease in
1972 was 5.6%.

4. Manpower
a. Labor force

‘The ccmmmic:llly active portion of the population,
or tabor force, is defined as persons 10 yeurs of age und
over who are employed or secking employment. In
1970 the labor force numbered 466,000 or about 83%
of the total population. This ratio is uhout siverage for
Latin America but is low compared with cconomically
advanced countries where a large pereentage of
females are cconomically active. In Panauna only
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FIGURE 9, Financing of public dabt
{Millions of Balboas)

Deficit . .
ldenzifiable finnncing:

Bxternal, gross, .
Cammercinl bosrowimg.
Supplicrs’ eredits
Offivial ageneies.

Internad, gross
Socizl security .

Other domeatic bonds
Floating debt (excliding Soem) Sceurity
Ocher .
Disceepaney
Ratos:
Snvings s pereent of amortization
Debt serviee ay percent of revenue

141.5% of females aver 10 yean of wpe were in the Libor
force in 19480 {the latest date far which information
has been published) compared with 30.4% of the
males (Figure 10). Employment has Geen increasing
[astest in manufacturing, construction. and com-
merce, although agricubture still s the leading
occupation (Figure 11).

Of the total of 962,000 persons 10 vears of age wd
over in 1970 (excluding Indians), 496,000 were
cconomically inactive. Most of these, especially the
stadents and housewives, could be considered tabor
reserves. Both unemployment and uaderemployment
are widespread and are serious problems in arban
areas.

b. Lecels of baining

Panamanian workers are poory educited  and
trained. Some 40% have had no formal education at
all, and fewer than 25% have had more than primany
schooling. Agricultural workers are the least skilled

FIGURE 10. Porticipation of population in labor force,
by age and sex, 1960

{Percent
AGE MALK PEMALE TOTAL

Under15................. 4.0 1. 2.4
15t 10 ..., 63.2 23.5 43.2
024, 92.8 3¢.2 32.0
WroM.................. 855 8.3 2.8
Wto49......c.c.... JORTE 2. 63.4
S0tod4 ......... veareane 850 21.8 66.8
Mtosh....... P - - 4 17.4 55,8
0todd........ N 1 ¥ 1 12.9 48.6
65 and overs..oiiivivl.. . 57,5 8.6 §2.3

-~
£
&

&
@

Allages. ...ooiviiiiienn.. 814
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1968 1969 1870 1871 19%2 (xSt

7.8 o681 -30.9 -850 1040
3.2 n.e 59.5 53.2 8.8
0.4 22 5 EE 13.9 41.2
0.0 12,4 13 07 119
3.2 3.1 &5.3 8.4 20.%

23.0 2.0 20.0 1.0 21.1
(8] 7.8 0.3 100 12.3
70 {8 75 30 2.8
90 27 2.2 3.5 0.0
0.0 0.0 0.0 (X 8.0
(3] I8 0.6 V.8 20

(21 8 2 I8 30
12 14 25 27 30

and educated. The subsistence farmers e almost
totally  unedueated and  have little incentive  to
abandon their trudkitional backward methods

I the incdustrial sectoe skills are more cotumon and
productivity is three times that in agricultuee Skill
shorlages  are gradualh  being overcome  kargeh
through bl and on-the-job vocational treining, bat
emplovment in industey has grown so rapidhv that the
peecentage of totally anskilled industrial workee has
increased subatantially in the past few vean

c. Wopges

The average wage level in Patsuna is higher than in
any other Ceatral American countns and is one of the

' & * SRS

FIGURE 11. Labor force by malor economic sector, 1970
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highest in Latin America. As shown in the follow ing
Labulation of wverge monthly wages (in Balbous per
monthl, wage levels in the Cunal Zone are neitrly
twice the avemge for the cotry -

Private enterprises 172
Banana plantations 145
Central government 183
Autonomous agencies a2
Municipalities . 102
Panama Canal Zone 372

Country average . 192

A measure approved by the LS. Congress in 1966
raised the basic bondy wage of local Canal Zone
employees to SE.60 per hour, whereas minimam wiges
in the rest of the courtry range lrom 2310 30 conts pes
hour for unskilted labor. depending on geopraphic
lacation and natuce of work.

d. Labur movement

Organized labor in Panama is weak and has not
been an important factor in the countn’s cennomic
life. Only about 10% of the kabor force are union
members, predominantly those in wrban areas. Many
Pananianians are reluctant 10 become memben—
some beeause the unions inclede West Tndians. with
whont they have customasily competed for jobs, and
others, such as commercin) and office workers., becanse
they are seeking middie-class status and sire not cager
to identify with the luboring, class.

D. International cconomic relations

1. Forecign trade

Panama depends heavily  and increasingly on
forcign trade. Between 1960 and 1971 expors grew Ly
an averge of over 12% annwally and imports by
11.3%. The trde deficit also continues to grow,
however. Exports covered little more than one-third of
imports in 1960 (Figure 12), and although they have
grown slightly faster than imports, the divergence in
absolute value has widened. In 1971 the deficit was
8218 million, cqual to roughly 60% of imports and
more than three times the $70 million defictt in 1960,

a. Composition of trade

Tropical erops provide the major share of expart
camings (Figure 13). tmysroved world prices and new
vagictics and plantings boosted banana exports to $63
million-—about 44% of total exports—in 1971. Shoimp
and coffee made up 10% and 25, respectively. Since
construction of the oil refivery in J962, Panama also
has had important quantities of petroleum preducts
avuiluble for export and for bunker supplies for vessels

6: CIA-RDP01-00707R000200080044-9
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FIGURE 12. Balance of foreign trade

transiting the Canal Zone. Petroleum derivatives and
clectricity are the most important exports to the Canal
Zone.

Manufactures, representing 33% of total imponts,
are the most important category, because the
Panamanian miarket is too small for substantial
development of import-substituting industries.
Machinery and transport equipment o+ fuels have
been the most rapidly growing import categories since
1960, however (Figure 14), Crude oil imports, which
male up the bulk of the fuels and lubricants calegory,
amounted to about 860 million, or 17% of total
imports, in 1971,

b. Direction of trade

“I'rade is strangly oriented towand the Uniled States
(Figure 15). Although the U.S. share of Panamanian
exports has dropped considerably from its 1960 level of
over 95%—mainly because of growing exports of
petrolens products o0 the Canal Zone, Canada, and
the United Kingdom aund of bananas to West
Germuny—the United Siutes still accounted for 46%
of the latul in 1971. The United States also is the chief
soaree of impors, supplying about 35% of the total.
Imports from Venezuela, the scetnd most important
supplier. aceount: for approximately one-filth of the
total and consist almost entirely of crude oil,

¢. Trade regulations

Panama’s foreign trade is quite frec, espreially by
Latin Amedean standards. Tarfts ace relatively low,
the effective rate averaging only about 15% in recent
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FIGURE 13. Merchandise exports
{Millions of U.S. dollors)

186y

Baunnas . .o
Refined petcoleum . . 0.0
Sheinp. . 5.0
Sugar 0.
Cattle 1thoof end tent) ao
Coffre %]
Cocon... ., 0.8
Other e 0.5
Exports to Canal Zo 1o 5.9
Adjustments. s
Total . 00

ra  Eata not nvailable.
*Preliminary

years. Import quotas (o protect domestic induatric
have affected onlv about 170 Hems, A revised
Industrial Incentives Law caeted in August 197f
instituted a mixed system of tmpaort quot
tarifls. and tax imcentives with the aim of encouraging
industrial diversification uad promoting exports und
import substitution. The main instruments of this !
are u series of fiscal exemptions for export-orienteq
industries and a mix of quotas and tasiff protection for
import-substituting manuofacturing,

The Ministey of Indusiry and Comunerce und the
Ministry of Agriculture determine import and expont
policy in consullation with the Committee of
Adjustments. Most import and export licenses are
isucd by the Office of Price Regulation (ORP}, 4
semiaulanomous institution of the government., The

as, profective

aw

FIGURE 1 4. Composttion of imports®
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967 100N maa 1870%  1971*  Jo7oe
42.0 330 6]1.2 61.8 62,9 it e
2y 18.9 24 215 2. 215
9.2 9.7 9.7 10.2 4 1.9
3.9 4.6 5.4 .0 8.3 it
1.4 1.7 t.3 2.2 1.3 LT3
11 0.6 1 1.7 09 ny
0.2 0.2 0.4 0.4 04 na
4.2 52 a7 3.5 47 na
20 4 21.2 22.3 2.3 29 na
3.6 2.4 0.2 o 0.0 i

109.2 0175 1314 1200 1364 128 6

ORP absa is echarged with implementing restrictions of
imports of gaods that compete with domestic
products

Panama has virtwally oo restrictions o foreign
payments und transfers for either enrrent or cupital
transactions. The wale exception is the control exercised
over puyments to Rhodesin in accordance with the
United Natioos resolution.

2. Relutions with the Canal Zone and the Colon
Free Zone

a. Canal Zone

Panaoma has developed o significant trade surplus
with the Canal Zone and benefits even more from the
exchange of services. Exports to the Canal Zone,
Punani’'s secona most important forcige market,

(Miflions of U.S. dolars)
1960 1987 1968 1968 1470¢« 197] 8¢ 107200
Food produets. . ... PR T e 13.3 18.8 8.9 20.9 23.3 3.2 %
Beverages and tobaceo. ... .. ... e 2.8 2.2 2.4 2.9 3.] 3.5 na
Raw muaterials. .................. . Sevreasaiaa t. 1.3 1.8 1.8 2.8 2.8 na
Fuels and lubricants Cereeireaas 0.8 47.3 53.0 60.6 621 6.2 ne
Vegetable and animatoils. .............. ... . 0.2 0.8 0.5 1.8 0.4 3.8 na
Chemeal produets.......................... .. . 1.4 21,2 23,0 20.8 20.2 a9 na
Manufuetures............oo e 44.8 83.3 83.2 95.8 Itt.¢ 124.8 na
Machinery snd transnort equipment. ... .. . . 241 34.2 58.5 68.1 90.0 90,7 na
Other. . ooovviie i, Cireiiaaa 0.8 0.2 0.3 0.3 0.6 0.4 na
Total,....o.il oLl et eai e, 109.1 220.3 2134 278.6 322.5 354.8 400.4

ng Dotk not available.
*Datn are
transactions.
**Preliminary.
**2Estimated,

16

from customs retuens and do not match balance-of-pay

ments figures thut inciude adjustments for unrecorded
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FIGURE 135. Direction of trade, 1971

inereased from $3 anillion in 1960 to $22 million. or
6% of total exports. in 1971, while impons declined
from 811 million 10 wbont S+ million in the same
period. Petroleum exports, which constituted 22% of
exparts to the Zone in 1971, accounted for most of the
export growth. Services vielded Panamat net receipts of
$125 million in 1971, Receipts consist of salaries and
wiges of Panamanian residents employed in the Zone
by the Panama Canal Compuny. other U.S. agencices,
and private organizations and expenditures by Canal
Zone residents, U.S, agencies, and private organiza-
tious for services in Pancma. Passunanian prerchases of
services from the Zone amount 1o enly aboul $2
million annually.

b. Colon Free Zone (Zona Libre de Calon)

The Colon Free Zone is Panama’s third most
important source of imports (following the United
States and Venezuela) and is also a significant source

of foreign exchange Expuls from the Froe Zone to ]
parts of the world increased from $16 miltion in 1933
to 5235 ¢ lheon in 1971 and Pananieasn carnings of
foreign exchange from this souree grew from $)
willion 10 $16.4 million in the vame period The Free
Zone i ounigue in the Western Hemispher as g
distribution  and pracesing center senviag Latin
America and the Caribbean. More than 300
compnmes invobved in international imaketing use the
Free Zone for warehowsing, procesdng, awembling,
and packing.

3. Balance of pavments

Until 1935 act receipts from senices fully esffset
Panama's trade deficits. Since then, although senvices
seeeipts bave inereased substantially . the trade doficit
Bas srown more rapidly In 1971 the corrent aceonnt
deficit reached & record $735 million {(Fignre 16}
Capitad inflows huve been insufflicient 1o finanee the
entire current arcound deficit and a long-teem deeline
in oel nonbank foreign assets bas continued. This
decline has not bad o depresive offect on the ceononmy
because of the cnommens increase in nonresident
deposils in the banking syvstem,

Since 1968 forcign indebtednes of the put-lie sector
has increwsed  sharply Extruordinany  forcign
borcowing from commereial sonsces by the Panama-
nian Centrul Government to linance its development
program raised Pamima's external debt from $1328
million at the end of 1968 10 $213 million at the end of
1972, Debt serviee amounty 1o about $40 million a
year, eyual to ubout 155 of the wotal of exporls plus
net carnings from services

4. Forcign aid

From World War 11 through june 1971, Panama
received  $272 million i U.S. cconcmic aid
commitments, about SI6 million of which was in the
forue of grants. The Agerey for Intermsdional
Development and its predecessor agencies provided
the largest amount. uboul $166 million, for
agricultural  development, education, and sucl;
projects as roads, wrban renewal, and sewer systems.
The Export-lmport Bank has Tuemished some $33
million in long-term loans, about $10 million of it for
emergeney  seliel and food-fos-peace  programs.
atemational organizations have provided approxi-
mately $130 million in aid. The Inter-Ainerican Bank
for Reconstruetion and Development supplicd $60
million of this—$12 million of which was lor electric
power projects—and the International Development
Bank $53 wmillion, muinly for farm feeder rouds,
housing, water systems, and livestock improvement.
Smuller amoumnts of aid have been contributed hy
Western - Ewropean  countries. especinlly Haly, the
United Kingdom, and West Germany.
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FIGURE 14. Bolance of poyments
(Millions of U.S. dollars)
1907 808 19G% 1870 171
Current aceount:
Triade balanee (Lob.y.. ... .. .. o 123.0 128.5 - 152,54 - 200.8 2235
Transactions with Canusl Zoac. .o 117.3) (17.5) {29.1) 18.2) (8.t
Transactions with rest of werld. o « - 140.3) - 148.1 + - (T2.6) (-219.0) - 216
Feeight and merehnpdise insurance. . . -2 2.2 - 7.7 -32.0 3.2
Other services. ... ... . 116.0 137.3 145.8 166.9 182.0
Transuctions with Canul Zone . . 985 [RY R 3} 1205 t121.0) (1251
Transactions with rext of world. . .. 7.5 428.3) 135.3) 45.9) 36,1
Transfor paymsents. .. ...... ... .. . 1.7 0.3 1.0 3.8 3.7
Bulunce on eurrent acvount.. ... . . . . - 27 “13.1 - 33.4 -62.t -75.0
Capital aceount:
Private gectar .o oo 12,0 13¢ 1.2 35.3 17.9
Pablic sector.. ... ... L. e 2.4 -2.3 33.4 35.0 33.6
Allacation of HSDRx. . ... 0.4 0.0 0.0 4.7 3.9
. Balance on capital uceount . 4.1 i0.7 53.1 75.0 §5.4
Net errors and omissions. .. ... .. [P “1.5 -0.8 -30.4 70.0 -20.6
Net increase { +) or deerense ( - ) in nonbank
foreigh nssets. ... .. ... ... . - t1.5 -3.2 -10.7 -57.1 ~40.2
f}.
%
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